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MEMORANDUM 
Marcu 4, 1958. 
To: Hon. Thomas E. Morgan, Acting Chairman. 
From: Dumond Peck Hill, Staff Consultant. 
Subject: The Communist Economic Offensive. 

Following is the study proposed, pursuant to your instructions, on 
the Communist economic offensive based in part on statistical infor- 
mation received from the Department of State, the Department of 
Commerce, and the International Cooperation Administration. 
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THE COMMUNIST ECONOMIC OFFENSIVE 





The United States has for the past decade been accustomed to 
cold war and to the Russian tactics of obstruetion, aggression, sub- 
version, threat, and obstinacy. During the years since Stalin’s death, 
however, the Sino-Soviet bloc has unleashed a powerful new offen- 
sive. This offensive, which by and large has secured little public 
attention, consists of economic and military assistance and of ex- 
panded commercial activity in pursuit of political goals, It is di- 
rected toward the ultimate goal of political domination of the under- 
developed world through economic means. The offensive is not based 
on raw force, but the ultimate goals are identical to those of previous 
Soviet Russian policy. 

During the past 3 years the Soviet Union has extended over $1.9 
billion in credits for economic and military purposes to the under- 
developed areas. Additionally, Sino-Soviet trade with the free 
world has increased by leaps and bounds. For example, last year 
Sino-Soviet trade with the free world was double that in 1953. 

This new Soviet offensive poses serious problems for United States 
policy, for the policy of the free world, and indeed for the survival 
of the free world. 


Historica Soviet Postrion 1x CommerctaL Revations WITH THE 
Free Worip 


Traditionally Soviet policy has been directed toward economic self- 
sufficiency for the Soviet Union and the satellites. Little attention was 
paid to trade with the rest of the world. Even though the Russians 
decried United States policies against trade with the Soviet bloc, all 
evidence tends to indicate that our trade policy was only one factor. 
Another important factor was, and is, the calculated Russian policy 
directed toward the establishment of a self-sufficient economic bloc 
in Eastern Europe and Communist Asia. The Russians limited them- 
selves to subversive tactics and did not experiment with other means 
of securing political and economic domination. Prior to Stalin’s death 
there were indications of a change in policy, but since his death there 
has been a drastic about-face—not that the drive toward autarchy 
has been forgotten—but in the means by which political domination 
is to be sought. 

The new policy is perhaps best summed up in Khrushchev’s own 
words to an American newspaperman. He said: 

We declare war upon you—excuse me for using such an expression—in the 
peaceful field of trade. We declare a war we will win over the United States. 


The threat to the United States is not the ICBM, but in the field of peaceful 


production. We are relentless in this and it will prove the superiority of our 
system. 
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THE COMMUNIST ECONOMIC OFFENSIVE 


This new offensive is many faced. Soviet, satellite, and Communist 
Chinese trade with the non-Soviet world has increased. Soviet trade 
missions busily travel through the underdeveloped portions of Asia, 
Africa, Latin America, and ‘Europe, seeking new customers and new 
trade agreements. Soviet participation in trade fairs has increased. 
The statistics indicate that these efforts have been most successful. 

A most serious threat to the interests of the United States and of 
the free world consists of the new programs of military and economic 
credits and grants which in the last 214 years have amounted to over 
$1.9 billion, Substantial offers of additional credits have been made 
and are in process. The recipient nations have extended from Asia 
and Africa to Latin America. 

All of these activities are interrelated and all are dedicated to the 
strengthening of the Sino-Soviet position in less developed nations, 
loosening their ties to the United States and E urope, and achieving 
ultimate. political domination. 


Tue Trade OFrreNnsive 


The recent growth in Communist trade with the free world is 
illustrated by the following table: 


Trade of free world with the Sino-Soviet bloc, 1951-57 


{In millions of United States dollars] !2 





} | Unionof | } 
Period } Total Sino- | Soviet | European Communist 
| Soviet bloc Socialist | Satellites | China 
Republics 


Free world total trade turnover with bloc 


ar 5 a Fiwits | 3, 570.9 778. 1 1, 821.6 1, 196.9 
Re 1 a : 3, 063. 9 946. 4 1, 476.0 637.6 
i ek 2 ae 3,008.9 | 797.6 1, 480.8 721.7 
oA 2 : 3, 549.8 1, 051.1 1, 835. 4 656. 2 
bss sci vcsctaitg «al. tied wvbellictas.! 4, 374.9 1,191.4 2, 371.4 802.4 
PR eee hy ; 3 5, 428.7 1, 585.9 2,770.3 1, 054.3 
1957 (annual rate based on first 6 months) - 5,922.1 | 1, 932. 7 2, 838. 4 1,111.5 


j Free world exports to bloc 

















SSS Rp : 1, 687.9 387.5 | 854. 1 72.2 
Me Ee : cwcnae - 1, 438.3 483.3 682. 4 272.6 
Ret Ae det b5de65s~enindsauses Gaaaee } l, 388.9 | 423.5 | 287.6 
1954 mall et cedar : 1, 753.3 471.9 | 286. 4 
MOORS li. Gi. 3. gious baal 2,012.1 567.1 | 1, 182,1 | 312.8 
1956 es ‘ ‘ 2, 525.3 779.6 1, 312.0 $33. 0 
1957 (annual rate based on first 6 months) . | 2, 889. 2 992.3 | 1, 401.5 | 487.2 
os Subba dsp btleb bets. ae 
Free world imports from bloc 
7 aad 5 atl 
, coawns aes ; | 1, 883.0 | 390. 6 967.5 | 524.7 
starry a 1, 625.6 | 463.1 793.6 | 365.0 
WR oo 5 53 Soest bcc tsed—sb é | 1, 620.0 | 374.1 | 803.1 | 434. 1 
| Aged ; ae nite 1, 796. 5 479. 2 | 940.5 | 369.8 
it cicada eacnten Abd ..f 2, 362.8 | 624. 3 | 1, 239.3 | 489.6 
1956 2, 903. 4 806.3 | 1, 458.3 621.3 
1957 (annual rate based on first 6 months) ..._-.} 4, 032.9 | 940.4 1, 436.9 | 624.3 
‘ 








1 Based on statistics prepared by the Department of Commerce. 


2 Figures are not in ail instances precisely conmparabie for each year since the compilation of statistics 
varies in minor degrees for the various years concerned. 
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The distribution of bloc trade is shown below : 
Trade of free world underdeveloped countries (by region) with Sino-Soviet bloc, 
selected years, 1951, 1953, 1956 ** 


[In millions of United States dollars] 





Imports Exports 
Region (underdeveloped countries only) Year ¥ . 7 
Total from | Value from | Total to Value to 
world Sino-Soviet; world Sino-Soviet 
bloe bloc 
Europe (includes Iceland, Spain, and Yugo- 
slavia 7 aa sca elieiccaiciae nial 1951 834. 5 4.3 706. 0 3.9 
1953 | 1, 064. 1 5.8 715.7 8.6 
1956 1, 188.8 132.3 730. 1 96. 3 
Middle Fust (includes Greece, Turkey, and } 
all countries in region except Union of South | 
A fric .-| 1951 5, 976.7 154.0 | 4,775.9 126. 2 
1953 747.8 139. 1 4, 210. 6 119.3 
1956 halt aot 279. 8 | 4, 697.6 231.6 
outh Asia and Far East (ireludes all coun- | | | } 
tries in region except Jaj-an) wd 1951 | 7, O65. 5 294. 4 7, 339.3 491.0 
1953 5, 793. 2 271.1 5, 118. 4 | 203. 3 
1956 6, 644.2 409.5 | 5, 266. 1 230. 5 
Latin America (includes all countries in region 1951 6, 769. 2 59.9 | 7,090.3 43.6 
1953 5, 469. 1 31.3 6, 778.9 38. 4 
1956 6, 585. 0 126. 1 7, 205. 5 103. 8 
Total, allfreew d underdeveloped countries 1951 20, 975. 4 514.3 20, 674.4 669. 5 
1953 18, 315.1 448.2 17, 042.1 375. 2 
1956 22, 030. 1 949.8 | 18, 198. 0 717.6 
Based on statistics prepared by the Department of Commerce. 
] not in all instances precisely comparable for each year since the compilation of statistics 


varies in minor degrees for the various years concerned. 


By far the greatest percentage increases in Soviet trade (with the 
exception of special cases) have been registered with certain Afro- 
Asian countries. It is not accidental that these areas are also the 
principal targets of the Soviet credit program and of the Soviet 
political offensive. Details of Sino-Soviet trade with selected coun- 
tries for the years 1948, 1953, and 1956 are shown in the table below. 


Trade of the Sino-Soviet bloc with certain underdeveloped countries for the 
years 1948, 19538, 1956 * ? 


{In millions of United States dollars] 





Total trade with Imports from Exports to 
Sino-Soviet bloc Sino-Soviet bloe Sino-Soviet bloc 
Underdeveloped country ak biel Ba he A ee ie 
1048 1953 1956 1948 1953 1956 1948 1953 1956 

Argentin 68.4 39.7 91.0 18.9 15.3 55. 1 49.5 24.4 35.9 
Burma 18.9 5.1 54.4 §.5 2.2 23.2 13.4 2.9 31.2 
Cuba 6 9.5 19.9 5 8 2.6 oa 8.7 17.3 
Egypt 135.4 86.8 | 215.9 63.9 38. 6 76.7 71.5 48.2 139. 2 
Greece 16. 0 12.1 41.2 7.6 3.8 21.5 8.4 8.3 19.7 
Iceland _- 13.2 14.4 42.7 6.0 5.8 23.7 7.2 8.6 19.0 
India 66.9 22. 5 121.7 22.1 7.9 72.3 44.8 14.6 49.4 
Indonesia 18.7 11.5 67.5 15.7 7.0 43.9 3.0 4.8 23. 6 
Iran 11.8 27.6 44.8 5.9 16.4 26. 5 5.9 11.2 18.3 
Pakistan. 53. 6 24.0 22.3 24.5 4.2 1.9 29.1 19.8 | 20. 4 
Sudan 3.0 3.7 13.5 1.4 3.6 7.4 1.6 41 6.1 
Syria 36.8 5.7 23.9 96.5 4.6 2.7 3.3 1.1 11.2 
Turkey 42.6 58. 8 119. 4 24. 0 29. 5 59.4 18, 6 29.3 60.0 
Yugoslavia 297.2 185. 9 143.2 |. 108. 5 154.0 77.4 


Based on statistics prepared by the Department of Commerce. 
2 Figures are not in all instances precisely comparable for each year since the compilation of statistics 
varies in minor degrees for the various years concerned. 
For the year 1948 also includes Lebanon. 


22121—58—— 2 
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The increases registered by Sino-Soviet trade have been occasioned 
by many factors, the most obvious of which is, of course, the Commu- 
nist adoption of trade as a political weapon. C ommunist trade mis- 
sions are to be found ev * ywhere, endeavoring to promote trade with 
the bloc. As of December 31, 1957, the bloc had concluded no less 
than 147 trade agreements with the underdeveloped nations, an in- 
crease of 49 over 1953. 

The obvious purpose of this trade offensive is to link the economies 
of the underdeveloped countries to that of the Soviet Union. If the 
Soviet Union purchases raw materials and makes repayment in various 
goods desired by the underdeveloped nations, a trading relationship 
has been established; and if this pattern continues, then normal tr: ad- 
ing patterns within the free world will have been disrupted and the 
economy of the country concerned will have been drawn that much 
closer to the Sino-Soviet orbit. At such time as the trade of the under- 
developed country has become dependent upon the Sino-Soviet orbit, 
then leverage will have been created for the achievement of political 
goals by the Sino-Soviet b loc. Soviet objectives in this connection are 
illustrated by the Soviet’s activities in Iceland. When the United 
Kingdom market for Icelandic fish was drastically curtailed, the Soviet 
Union entered the market and purchased the Icelandic fish, selling 
goods in return, and ultimately captured a substantial share of Ice 
land’s trade. Iceland’s exports to the Sino-Soviet bloc in 1952 
amounted to only 7.1 percent of Iceland’s total exports; by 1956, how- 
ever, those exports had risen to 30 percent. In like manner, the bloc 
furnished only 6.7 percent of Iceland’s imports in 1952, while the 
percentage had sii to 26.3 percent by 1956. This economic rela- 
tionship ‘undoubtedly had a close connection with the upsurge of Com- 
munist sentiment in Iceland and with the Communist drive to elimi- 
nate the NATO bases from Iceland. 

Sino-Soviet opportunism can be seen in a number of other in- 
stances. For example, when Burma was left with a surplus of rice 
which it was unable to export profitably, the Soviet Union agreed to 
purchase the rice at prices higher than the then world market. Pur- 
suant to the terms of the agreement, the Soviets were to repay in other 
goods. Burmese satisfaction with the agreement was dispelled, how 
ever, when they discovered that the items received in return were 
priced higher than comparable items in the world market and when 
Burma discovered that the rice was being offered by the Soviet Union 
in Burma’s traditional markets. In fact, it is understood that repre- 
sentations have been made by the Burmese to release Burma from her 
commitments. 

Similarly, when Egypt was seeking to procure arms and was simul- 
taneously experiencing difficulties in marketing her cotton, the Soviet 
Union opportunistic ally, through Czechoslovakia, offered arms in re- 
turn for Egyptian cotton. Again, there has been dissatisfaction be- 
cause the Egyptian cotton has later turned up on the world markets 
and has been offered for sale by the Communist bloc. 

Communist China has made a particular effort to expand her eco- 
nomic trade with southeast Asia in order to strengthen her ties with 
and economic influence in the area. Communist Chinese goods are 
appearing in increasing amounts in the southeast Asian markets and 
have begun to disrupt normal trading patterns in some commodities, 
such as cement, cotton textiles, and certain other light manufactured 
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goods. This expansion of trade has the same aims as Soviet trade, 
that is, the broadening of ties with the southeast Asian nations and 
the creation of a position from which Communist China can subvert 
the local governments and place economic pressure on those govern- 
ments. 

The Communist nations are in a particularly favorable position 
in their trade offensive in that trade is on a governmental basis and 
is not restricted and limited by ordinary commercial considerations. 
The Soviet Union will purchase almost any item, even if it cannot use 
it, for purely political purposes. Some of the satellite’s economies 
are so heavily weighted toward the capital and heavy industry side, as 
a result of distorted industrialization, that there is a continuing need 
for raw materials, together with available manufactured goods for 
export. In like manner, the Communist governments do not need to 
pay as close attention to the economic needs of their own people. It is 
politically much easier for the Communist nations to export goods 
which are needed at home since their own people either do not know of 
the transaction or are in no position tocomplain. Although the Soviet 
Union does not have to answer to its people, domestically it tends 
to minimize reports of Soviet assistance. Overall amounts of Soviet 
aid are not published and although some specific credits are mentioned, 
the amounts are played down. 


Sovier Minirary ASsIsrance CrepIts 


On September 27, 1955, the Egyptian Government announced that 
it had concluded an arrangement with Czechoslovakia to exchange 
Egyptian cotton for Czech arms. Since that time Egypt has received 
at least $250 million in arms from Czechoslovakia and the Soviet 
Union. On December 10, 1956, Syria stated that it was receiving 
arms fromthe Communist bloe. It is estimated that Syria has rec eived 
at least $100 million in arms. 

The dangers, both potential and present, of bloc military assistance 
have already been demonstrated. It may certainly be argued with 
some degree of assurance that the events of late 1956 in the Middle 
East bore a close relationship to Soviet shipments of arms into the 
area. The Soviet policy of pouring vast quantities of military equip- 
ment into an area where explosion is an ever-present possibility is 
fraught with danger for the free world and, indeed, for the survival 
of humanity. 

Technological advances, rapid obsolescence, and modernization of 
equipment in the Soviet bloc have, just as in this country, facilitated 
the furnishing of military assistance and have created surpluses of 
conventional arms. Another factor is that the Communists dedicate a 
larger percentage (23%) of their industrial output to armament than 
we do (10.1%) and this tends to result in an available surplus for 
export.! These factors have enabled the Soviet Union and the satel- 
lites to pour vast quantities of weapons into the Middle East with the 
obvious purpose of disturbing the unstable equilibrium and of creat- 
ing distrust, violence, and chaos. 


1The computation of the percentage of the Soviet gross national product devoted to 
defense purposes is based on an estimated defense expenditure of $40 billion for 1957. 
This includes the Soviet defense budget of $24.2 billion, plus estimated additional ex- 
penditures not included in that budget, such as scientific military research, secret police, 
and so forth. For details with respect to this figure, see appendix IT. 
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Little is known concerning the quantities, types, and administration 
of Communist bloc military assistance. The principal recipients 
have been Egypt, Syria, Yemen, and Afghanistan. The evidence 
is that the majority of the arms shipped have not been of the latest 
type, even though the Soviets have shipped some MIG 17’s to Egypt. 

Exact details as to the technical assistance furnished with equip- 
ment is unknown. The evidence seems to indicate, however, that 
Soviet technicians are sent to the recipient nations and that they in 
turn send military personnel to the Soviet Union for training. 
Events in the Sinai Desert would tend to indicate that as of that time 
shipments of equipment had outrun the capacity of Egypt to absorb 
it and that training had not kept pace with receipts. 

The obvious purpose of the shipments to Egypt and Syria is to 
create problems for the West and to instigate violence in the Middle 
East. The goals of the program are primarily politica] in that these 
shipments are calculated to create frictions and to result in the intro- 
duction of Soviet and satellite personnel into the recipient nation. 


Economic Assistance THrovuGu CREDITS AND GRANTS 


The Sino-Soviet program of economic credits and grants to wn- 
derdeveloped countries is of comparatively recent origin. It might 
be argued in fact that this program is a backhanded compliment, by 
way of a copy, to our own mutual security program. The most im- 
portant difference hes, of course, in the fact that our program is 
directed toward the economic improvement of underdeveloped areas 
and to the strengthening of free nations, while the Soviet program is 
directed toward political domination, toward a new Communist colo- 
nialism, and toward the heightening of existing tensions. The prin- 
cipal extensions of credits for and a few grants of economic assistance 
amounting to $1.6 billion, mainly since mid-1955, are as follows: 


Country: im millions) | Country—Continued (inn ns 
Afghanistan__- hii hee ee Syria sa ei i al . S19 
Cambodia we : 22 Yemen ; ; 16 
Ceylon A : 5O Yugoslavia L 164 
Egypt_-- 2 2 235 Other ies Sectk 70 
NGOs. i. ad : ‘ 295 
Indonesia_ = ae . . 109 Ae el, aera ae ..._._ 1, 604 
SUNEOIEE oe cic Siesscetaences . és . 13 


CHARACTERISTICS OF SINO-SOVIET BLOC ECONOMIC CREDIT ASSISTANCE 
PROGRAM 


The prevailing technique of assistance is to furnish long-term credits 
for economic development projects with low interest and with easy 
terms of repayment. Communist China has given a few grants total- 
ing about $56 million. The Sino-Soviet bloc tends to concentrate its 
aid in a few countries. Six countries—Yugoslavia, Afghanistan, In- 
dia, Indonesia, Egypt, and Syria—account for 95 percent of the — 
credits extended by the Sino-Sov iet bloc. Although offers ot credits 
have been extended even to countries allied with the West, su ich ° as 
Turkey and Iceland, the Binw-Bovie effort is supantveted ne those 
areas which appear to be most promising for Sino-Soviet exploitation. 

The major Soviet credits are for 12 years. The $100 million line of 
credit to Afghanistan is for 30 years. Credits extended by satellites 
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are generally for shorter periods. In the case of Afghanistan repay- 
ments of principal and interest were deferred for 8 years. Generally, 
however, repayments are deferred for 1 year. In some cases the defer- 
ment is for 1 year after each consignment or each fractional credit has 
been utilized. The more recent practice appears to be, however, for 
principal and interest to be deferred until the deliveries for the proj- 
ect are completed and for repayments to begin 1 year thereafter. This 
compares with our previous practice under the mutual security legis- 
lation whereby most of our loans were for a 40-year period, with 
repayments of principal and interest beginning 314 to 4 years after 
the first disbursement under the credit. Under the Development Loan 
Fund credits may extend for as long as 40 years, although the execu- 

tive branch states that the usual term will be shorter. Under the 
Development Loan Fund, interest begins to run immediately follow- 
ing the disbursement and repayment of principal begins 1 year after 
disbursement. 

The interest rates charged by the U. S.S. R. are usually 214 percent. 
In the case of Afghanistan the rate is 2 percent. In many cases 
the satellite credits are at a rate of 3 percent. Communist China, i in 

one instance, extended the Yemen a credit entirely free of interest. 
The U nited- Ste utes charges 514 to 6 percent on Export-Import 
Bank loans, 3 percent on mutual security loans repayable in dollars, 
and 4 peieent on mutual security loans repayable in local currencies. 
Under the Development Loan Fund the current rate of interest on 
loans for non-revenue-producing projects will be 314 percent and on 
loans for revenue-producing projects, about 514 percent. It should 
be pointed out, however, that under our previous practices the effective 
interest rate was lower than those described above since most of our 
los an projects were also tied in with grants to the same countries. It 

1as been estimated that when an average is applied to the total amount, 
th e interest rate becomes approximately 1 percent. 

The repayments under the Sino-Soviet credits vary in terms. For 
many of the Soviet credits repayment may be at least parti: ally in kind, 
as, for example, the Egyptian credit which is to be repaid in Egyptian 
cotton. In another instance, the Soviet Union offered to improve 
and develop Indian diamond mines. In this case, repayment was to be 
in diamonds produced. In other instances, repayment may be 
in local currency or inconvertible currencies. One practice which 
appears frequently is for the agreement to provide that repayment is 
to be in eoods or in currency. The Soviet Union protects itself 

.gainst currency and price fluctuations by pegging the local currency 
i\yments to the dollar or to gold and by stipulating that the prices 
goods to be repaid are to be negoti: ated each year. The practice 
of the satellites varies considerably in terms of repayment. 

The Sino-Sov ef bloc loudly proclaims that its credits are extended 

thout “political strings.” This allegation has tremendous appeal 
for the underdeveloped nations since in m: inv of them pursuit of a 
‘nentral” or “indepe ndent” course is an essential ingredient of any 
successful political activities. A good illustration of the Soviet lan- 
euage as to the lack of “political strings” on Soviet aid is the state- 
ment made by the Soviet delegate at the Afro-Asian Solidarity 
mference at Cairo: 


A 


Wi 


Ve do not seek to get any advantages. We do not need profits, privileges, con- 


trolling interest, concession, or raw material sources. We do not ask you to 
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participate in any blocs, reshuffle your governments or change your domestic or 
foreign policy. We are ready to help you as brother helps brother, without 
any interest whatever, for we know from our own experience how difficult it is 
to get rid of need. Tell us what you need and we will help you and send, accord- 
ing to our economic capabilities, money needed in the form of loans or aid * * * 
to build for you institutions for industry, education, and hospitals * * *. Wedo 
not ask you to join any blocs * * * our only condition is that there will be no 


strings attached. 

This alleged lack of “political strings” appeals to that group in the 
underdeveloped countries which advocates neutralism. It is argued 
that if there are no strings, no commitments have been made in any 
way to the Soviet Union. This reasoning overlooks the obvious in- 
tent of Soviet aid, namely, the establishment of a position where sub- 
version becomes possible and the creation of economic dependence on 
the Sino-Soviet bloc. 

In like manner, there is another neutralist argument that if aid is 
accepted from the United States, it should also be accepted from the 
Sino-Soviet bloc since in this way a “neutral” position will have been 
sustained. Again the reasoning is fallacious since the obvious intent 
of the Sino-Soviet aid is to establish bases of subversion and economic 
dependence. Regardless of logic and fact, however, the alleged lack 
of “political strings” makes the Sino-Soviet bloc credits attractive. 
The Communists by constant repetition and by barefaced disregard of 
the facts have convinced many in the underdeveloped countries that 
there are in fact no “political strings” attached to their aid. 

The Sino-Soviet bloc also draws invidious comparisons between 
United States assistance and Soviet assistance. The bloc does not pay 
a great deal of attention to the economic feasibility or to the relative 
cost considerations of a given project; rather, if the recipient nation 
desires a project, the bloc does not concern itself with the adminis- 
tration, planning and details of the operation other than the technical 
and engineering aspects. This compares with the United States prac- 
tice under which prior to initiation of an undertaking, detailed stud- 
ies must be made and a detailed project agreement must. be concluded. 
Also, the country concerned ordinarily must be eligible under the 
terms of the Battle Act, that is, it must not have carried on trade in 
strategic goods with the Sino-Soviet bloc. 

The Sino-Soviet bloc practices also permit much more flexibility in 
the giving of aid since Communist governments are not responsible 
to an electorate at home, and if money is spent foolishly and in a 
wasteful fashion, they need not answer to an electorate. Further- 
more, if the decision is made to expedite a given project, implementa- 
tion can begin immediately because of the centralized nature of the 
Communist governments. In fact there have been reported instances 
where machinery has been loaded for shipment within a few days 
following the signing of a credit agreement. This practice, wherever 
carried out, has great attraction for the underdeveloped areas despite 
the fact that it may be economically unsound and despite the fact 
that the lack of careful preparation defeats the purposes of economic 
development. The impact of the receipt of tangible goods shortly fol- 
lowing the conclusion of a credit agreement is immediate. If, in 
fact, a project turns out to be a white elephant this will not be dis- 
covered for some years, and in the meantime the Sino-Soviet bloe will 
have made political mileage from its early shipments. 








—— <a 
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The actual implementation of the credits varies considerably. In 
many instances detailed engineering surveys are undertaken prior to 
agreement on a specific project. In other cases this is not done. 

Little is known concerning administration of aid by the satellites 
and by Communist China. In the Soviet Union, however, the admin- 
istration of aid is under an agency set up in 1955, called the State 
Committee for Foreign Economic Relations. It is a committee of the 
Soviet Council of Ministers. Within the committee there are both 
functional and geographic divisions. The committee’s operations are 
somewhat similar to our own, utilizing the services of other govern- 
ment agencies in the execution of our foreign aid program. ‘There is, 
however, considerably more centralization of Soviet aid than is the 
case in the United States. 

As with our own aid programs, technicians are furnished to assist 
the recipient nation. In the case of the construction of capital in- 
stallations, bloc technicians frequently perform the installations 
themselves and are sometimes continued in place in order to furnish 
operating assistance for the first few years. The technicians are for 
the most part engineering industrial technicians and economists. On 
the other hand, it is known that in many cases Soviet construction 
workers have also been sent to perform tasks in connection with an 
industrial project. It is reported, for example, that technicians are 
being furnished to assist in the erection of the steel mill granted 
to India. The Sino-Soviet bloc has far greater flexibility in the 
furnishing of technical assistance in connection with its projects since 
there is no problem with recruitment of personnel or in the choice 
of properly qualified personnel. Under the Communist system, the 
best personnel can be assigned without any questions being raised by 
the persons concerned. Furthermore, there appears to be at present 
an ample supply of technical personnel within Russia and in the 
satellites. This, of course, is not true in Communist China. There 
would, therefore, appear to be no problem in securing the necessary 
personnel of the right type. 

There have been no public reports of subversive political activity 
by technicians sent out by the Soviet Union and the satellites? On 
the other hand, the well-known record of the Communists would 
tend to indicate fhat Moscow would not overlook this possibility and 
would, in fact, utilize it to the utmost extent. In view of the much 
touted lack of “political strings,” it seems obvious that any political 
activity by technicians would, at least at the beginning of the pro- 
gram, be on a covert basis. The opportunity for intrigue and subver- 
sion by these technicians is, of course, manifold. 

The vast majority of the Soviet and satellite economic assistance 
credits are for capital goods and technical services. Consumer items 
constitute only a relatively minor portion of the Soviet bloc assistance. 
The mix of the United States program is considerably different, not 
because of economic capability but for programing reasons. Many con- 
sumer items and raw materials are included in our programs; indeed, 
if Public Law 480 assistance (sales of surplus agricultural commodities 
for local currencies) is included, the overwhelming weight is on 


2There have been reports that a satellite drilling teim was expelled from an African 
nation when the team endeavored to stir up unrest and to disrupt the local economy by 
insisting on paying up to 10 times the going prices for fruit and produce in the local 
market places and telling the natives that these were the prices which they should receive. 
Also, it was found that the drilling team had, in fact, performed no work during a 
6-month period. 
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the side of raw materials and consumer items. Even though the pre- 
ponderance of our economic assistance is on the side of consumable 
and noncapital items, whenever commodities are furnished, whether 
under the mutual security program or under Public Law 480, the local 
currency proceeds from the sale of these items is deposited in a special 
account and is then utilized for numerous projects, including many 
of a ci apital nature. 

This Soviet emphasis on financing showy capital improvements 
has important psychological significance for the underdeveloped coun- 
tries. Almost without exception, their thinking is imbued with the 
idea that rapid industrial development will cure their economic, 
political, and social ills. It follows as a consequence that the Soviet 
bloc’s export of capital goods meets the psychological need. Further- 
more, the erection of a cement plant, a fertilizer fa ictory, or a steel mill 
is tangible evidence of growth toward an industrial economy. The 
Sino-Soviet bloc also makes the argument that the only way to achieve 
rapid industrialization is to follow the Soviet model. They point 
to the contrast between Russia’s inauspicious beginnings and the 
present state of the industrial art in the Soviet Union. The argument 
is made that “you too can achieve industrialization, and we will assist 
you in this process.” 

The satellites, of course. are also active in these assistance programs 
to a considerable extent, particularly Czechoslovakia and East Ger- 
many; indeed, satellite credits amount. to almost one-third of the 
total. The relationship between the Soviet Union and the satellites 
in these transactions is not known, but it is presumed that in some 
instances the satellites are simply acting as a broker for the Soviet 
Union. In others, the Soviet Union may be acting as a broker for the 
satellites. 

The role of Communist China is obviously much more limited since 
its economic capabilities are more limited and since Communist China 
itself is decidedly in the ee category. Some grants, 
however, have been made, notably to Cambodia, Ceylon, Egypt, and 
Nepal. Also, credits have been extended to Burma and Yemen. The 
aid to Cambodia in the amount of $22 million was in the form of 
technicians, equipment, construction materials, and merchandise. In 
this case, the Communists copied our counterpart technique and fur- 
nished the assistance directly to the Cambodian Government, which 
in turn sold the goods at auction and used the sales proceeds for var- 
ious development purposes, such as public works, oil drilling machin- 
ery, and irrigation projects. 


SUMMARY OF MAJOR SINO-SOVIET ASSISTANCE PROJECTS 
‘here follows a summary of some of the major Sino-Soviet projects 
under the economic assistance credits: 
A fahanistan, $121 million—U.S.S.R. 


(~) Construction of petroleum storage tanks 
(4) Construction of grain elevators. 


(c) Construction of two asphalt factories. 

(7) Reconstruction of Kabul Airport. 

(e) Construction of a military airport. 

(f) Erection of vehicle repair factories, including a machine shop 
complex. 
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(7) Two hydroelectric power stations. 

(A) Irrigation projects. 

(7) Construction of a highway over the Hindu Kush Mountains, 

(j) Construction of a physical and chemical testing laboratory. 

2. Afghanistan, $15 million—V arious bloc countries 

(a) Construction of a grain silo, flour mill, baking complex and 
plant. 

(6) Construction by the Czechs of two cement plants. 

(c) Machinery for a fruit cannery furnished by the Czechs. 

(d) ee for a 100-bed hospital. 

(e) Buses and taxicabs. 
(7) Paving of streets in Kabul. 
3. Burma—vU.S.S.R.and Communist China 

(a) Equipment and technical assistance furnished by Communist 
China for expansion of textile mill. 

(6) Agricultural technicians furnished by U.S.S.R. 

(c) Seientifie equipment and books presented to the University of 
Rangoon by the U. 5S. S. R. to assist in the establishment of four 
scientific libraries. 

(¢7) Construction by the U. 8. S. R. of a technological institute, 
sports complex, and hospital. 

India. §295 million—NSoviet bloe 


(a) Assist: ance in the construction of the Bhilai steel mill; training 


facilities furnished for 686 Indian engineers. 

(d) Furhishtn ig of eee ning drilling rigs] by the U.S.S. R. 

(c) Furnishing of 3 oil drilling rigs by the U. S. S. R. and training 
of 14 Indians in the Soviet Union. 

(d) Furnist ing by Rumania of a rotary type oil drilling rig; 21 
technicians a mpanied t] he rig. 


hing by the Soviet Union of laboratory equipment and 
technical personnel for the technological institute in Boml ay. 

(7) Furnishing of 600 items of agricultural machinery for a mech- 
anized farm. 

(7g) Construc ‘tion ofa heavy machine building plant, a pl: unt aoe the 
7 


building ‘of coal mining machinery, an optical and ophthalmic glass 
factory, and a 250,000 kilowatt capae ity power station. 
&. Ceylon. 850 million—Nino-Soviet bloe 

(a) $16 million grant from Communist China. 

(4) Construction by Czechoslovakia of a sugar refinery. 

(c) Construction of a cement plant by Czechoslov akia. 

(7) ‘Technical assistance by Soviet experts on land clearance. 

(e) Technical assistance on irrigation, hydroelectric, and agricul- 
tural projects. 

(f) Assistance in the construction of industrial plants. 
6. Cambodia. §22 million—Communist China 

(a) Furnishing of materials and technical assistance over a 2-year 
period. The assistance consists primarily of goods which are sold and 
the proceeds then used for development projects. 


”. Indonesia. $109 million—Soviet bloc ? 


(a) Construction of a sugar mill by East Germany. 


1 Details of the major portion of these credits have not been worked out. 
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(6) Construction of an automobile tire factory by Czechoslovakia. 
(c) Furnishing of Czech technicians for an irrigation project. 


8. Nepal, $13 million—Communist China 

(a) $4.2 million in cash. 

(0) $8.4 million in machinery, equipment, raw materials, and com- 
modities. Reportedly no ¢ ‘hinese technicians will be sent to Nepal. 


9. Iceland 


(a) Construction of five fishing vessels under an East German 
credit. 
10. Yugoslavia, $464 million—Soviet bloc 

(a) Construction of an aluminum plant, two hydroelectric plants, 
a caustic soda plant, and a ferroalloy plant under a joint Soviet-East 
German credit. These facilities will not be completed until 1964. 

(db) ¢ ‘onstruction of a nitrogen fertilizer plant. 

(c) There are reports that 3 fertilizer plants, an electric power sta- 
tion, and 1 mine w il be unde rhakon. 

(dz) Line of credit for raw materials. 

(e) Gold loan. 

(7) Line of credit for capital equipment. 
11. Egypt, $235 million—Soviet bloc 

(a) Furnishing of equipment by the U.S.S. R. for a nuclear physics 
laborator y: 

(b) C onstruction of an Spee imental atomic reactor and technical 
training in nuclear physics to Egyptian students in Moscow. 

(c) Construction by Hungary rot seven revolving bridges. 

(d) Furnishing by Czechoslovakia of a radio transmitter with a 
capacity of 300 kilowatts. 

(e) Negotiations are currently underway on many other projects 
to be undertaken. 
12. Syria, $180 million 

(a) Construction by Czechoslovakia of a petroleum refinery at 
Homs. 

(6) Numerous other projects, including hydroelectric dams, thermo- 
electric power stations, railroad construction, roadbuilding, port im- 
provement, geological surveys, and other. 


Mis é llane OUS 


About 1,600 technicians in connection with economic credits from 
the U. S. S. R. and other bloc countries worked for 1 month or 
longer in some 20 underdeveloped nations of the free world. Also, 
during 1957, over 2,000 individuals have gone to bloc countries for 
special courses of study or for observation of bloc techniques. 

Additional details with respect to Sino-Soviet bloc assistance to in- 
dividual countries appear in appendix I. 


COMPARISON OF SOVIET BLOC ECONOMIC CREDITS WITH UNITED STATES 
ECONOMIC AID 


United States practices with respect to foreign aid have been enu- 
merated, in part, in the preceding section. For reference purposes, 
however, there follows a tabulated comparison of United States and 
Soviet practices in the furnishing of economic assistance. 
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THE Srno-Soviet Bioc To Conpuct THE Economic 


The question has been raised in some quarters as to whether the 





Sino-Soviet bloc is able to sustain and carry out a program of broad- 
ened trade and economic credits. There is little public information 
concerning the economic strength of Communist China. The infor- 
mation with respect to the Soviet Union and the satellites is much more 
detailed. 

The gross national product of the Soviet Union for the year 1957 was 
estimated to be $170 billion, while the United States gross national 
product for that same year was $434.4 billion. The gross national 


product of the United States, Canada, and Western Europe amounted 
to somewhere between 700 and 800 billion dollars while that of the 
Sino-Soviet bloc amounted to between 250 and 300 billion dollars. 
On the other hand, however, the Soviet rate of industrial growth for 
total production is considerably larger than that of the United States 





THE COMMUNIST ECONOMIC OFFENSIVE 15 


(4 percent). Various estimates place the U. S.\S. R. rate of growth 
for industrial production at a hour somewhere between 6 and 7 
percent. Under the latest 5-year plan it is projected that Soviet 
industrial production will have grown 50 to 60 percent during the 
coming 5 years. This rate of growth compares with the United States 
rate during World War II. The U. S. S. R.’s growth, furthermore, 
is concentrated in capital goods; 55 to 60 percent of investment goes 
into heavy industry. Although our total production is presently 
growing faster in absolute terms, the Soviet rate of growth is greater. 
The Soviet rate, however, is declining for a variety of reasons, and re- 
cent events in the Soviet Union reflect the concern of the Soviet Gov- 
ernment concerning this trend. Another significant difference be- 
tween the United States economy and the Soviet economy is that Soviet 
investment is concentrated in the capital segment. In the case of the 
United States, consumer output represents 70 percent of production, 
while in the Soviet Union it represents only 35 percent. 

In view of the above, it would appear that the Soviet Union 
is quite capable of sustaining and increasing its economic offensive. 
Even though the Soviet aid program is limited by its continuing drive 
toward self-sufficiency and autarchy, by its declining rate of growth, 
and by the massive amounts of necessary aid to the satellites, the 
amount of aid to underdeveloped nations in relation to the Soviet in- 
dustrial base is relatively small and, therefore, there is ample oppor- 
tunity for growth. Furthermore, the fact that the Soviet Union and 
the satellites limit themselves to selective lines of goods and to selective 
countries (where the receptivity is the greatest) would increase the 
impact of any expansion of foreign aid. The Soviet Union is the 
second largest industrial nation in the world. Furthermore, it has 
industrialized satellites. In view of the relatively small cost involved 
and in view of the importance which the Communist nations attach 
to the political goals to be achieved by the economic offensive, it is 
reasonable to conclude that the offensive will continue. 


CONCLUSIONS 


1. The Sino-Soviet bloc has embarked on a threefold political offen- 
sive in the underdeveloped areas, concentrating on expansion of trade 
with the free world, credits for military goods, and credits for eco- 
nomic development. 

2. Sino-Soviet trade with the free world has increased by approxi- 
mately 100 percent since 1953. 

3. Soviet bloc military credits have been extended to Syria, Egypt, 
Afghanistan, and Yemen in the approximate amount of $375 million. 
The purpose of these grants is obviously to effect penetration into the 
Middle East and to heighten tensions in the free world, thereby creat- 
ing opportunities for Soviet subversion and domination. 

4. Economic grants and credits have been extended by the Sino- 
Soviet bloc in the approximate amount of $1.6 billion in the last 3 
years. The purpose of these credits and grants is to effect economic 
penetration and to create opportunities for subversion and domination. 

5. The Sino-Soviet technique of assistance has great appeal to the 
underdeveloped nations because of its alleged lack of “political 
strings” and because of its easy credit terms. 
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6. There appears to be no doubt that the pace of the Soviet economic 
offensive can be sustained and even increased because of the rapid rate 
of industrial growth within the Soviet Union and in the satellites. 

7. The new Sino-Soviet bloc economic offensive poses serious prob- 
lems for United States foreign policy and for United States relations 
with the underdeveloped areas. Communist successes will require a 
review of our own foreign aid practices in order to determine how best 
to meet the political challenge. 








APPENDIX 





I. Bioc PERFORMANCE ON Its Economic Loans anp Ap TO FREE 
Worip UnberpEvELOrPED Countrigs, 1955 THroveH Drcemper 
1957 


There follows a summary of the main bloc economic projects in the 
key countries: 
ASIA 


AFGHANISTAN 


Status of projects believed to have been negotiated under U. 8. 8. R. $121 million 
credit 


(a) Petroleum storage tanks—several petroleum storage tanks have been com- 
pleted in north Afghanistan near the Oxus River, and a gasoline storage tank 
has been constructed in Kabul. Soviets are currently undertaking the construc- 
tion of more gasoline storage tanks. 

(vb) Construction is nearing completion on two grain elevators in the Kabul 
area. 

(c) Construction is completed on two asphalt factories near Kabul. 

(d@) Reeonstruction of Kabul Airport and construction of a military airport 
north of Kabul. Surveys are completed and construction is scheduled to start. 

(e) Surveys have been completed on three vehicle-repair factories including 
a machine shop complex. 

(f) Preliminary surveys have been completed on two hydroelectric power 
stations. 

(g) Survey contracts have been signed for irrigation projects at Kharwar, 
Sardeh, Paltu, and Jalalabad (Barikao). 

(h) Construction is under way on a highway over Hindu Kush Mountains 
(Salang Pass). 

(7) Construction under way on the building for a physical and chemical test- 
ing laboratory. 


II. Status of projects under other bloc credits to Afghanistan, amounting to 
$15 million 

(a) Construction completed on a grain silo, flour mill, baking complex, and 
plant is in operation with Soviet technicians. 

(b) Construction near completion on one cement plant of 30,000-ton annual 
capacity being built by the Czechs near Kabul. Survey is completed on a sec- 
ond plant of 200 tons daily capacity near Pul-i-Khumri. 

(c) Machinery ordered for a Czech fruit cannery in Kandahar. 

(d@) Equipment for 100-bed hospital at Kabul has been delivered. 

(e) Number of buses and taxicabs have been delivered to Afghan Govern- 
ment. 


(f) About 40 miles of road paving projects in Kabul have been completed. 


BURMA 


(a) Communist China has furnished complete equipment and technical as- 
sistance for the expansion of the Burmese Government-owned textile mill in 
Thamaing. 

(b) U.S. 8S. R. has furnished the agricultural technicians requested by Burma 
in connection with planning its agricultural development program. Under a sup- 


plementary agreement of December 23, Soviet agricultural technical assistance 
to Burma has been extended for 1958. 


17 
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(c) U.S. S. R. presented scientific equipment and books to the University of 
Rangoon. The equipment is being used to establish 4 laboratories: 2 physics, 
1 chemistry, and 1 biological. 

(d) About 30 Soviet engineers and construction men reportedly have already 
arrived in Rangoon for the construction of the Technological Institute. The 
institute is the first project to be implemented under the Soviet “gift” for which 
the Burmese will pay in rice. 

CAMBODIA 


$22 million grant from Communist China 


In June 1956, Cambodia and Communist China signed an agreement under 
which Communist China will grant the equivalent of $22.4 million in materials 
and technical aid to Cambodia over a 2-year period. Communist China agreed 
not to exercise any control over the use of the grant by Cambodia. The aid 
is to be provided in the form of technicians, equipment, construction materials, 
and merchandise. 

As nearly as ean be ascertained, a substantial portion of the aid total has 
already been delivered by Communist China in goods which have been sold at 
auction in Cambodia. The sale proceeds are being used by the Cambodian 
Government for various development purposes, such as public works, oil drilling 
machinery, and irrigation pumps. Also some $14 million in riels of Chinese 
economie aid has been tentatively allocated by the Cambodian Government for 
the construction of four installations in the following priority: a cement plant, 
a paper mill, a textile mill, and a plywood factory. 


CEYLON 


Total Sino-Soviet aid of $50 million, of which $16 million is a grant from 
Communist China 


(a) Czechoslovakia is beginning construction on a $3.36 million sugar refinery 
at Kantalai. It will be built under a Czech-Ceylon economic agreement. 

(b) Czech experts have made a survey on the possibilities of constructing a 
cement plant in Ceylon. 

(c) Four Soviet experts have arrived in Ceylon to furnish technical assistance 
on land clearance on Kantalai sugar project. 

(d@) Technical assistance by Soviet experts on land clearance. 

(e) Technical assistance on irrigation, hydroelectric, and agricultural projects. 

(f) Assistance in the construction of industrial plants. 


INDIA 
Yotal aid and credits, $295 million from Soviet bloc 
I. U. 8. 8. R. performance on construction of steel mill at Bhilai, India 


The U. 8S. S. R. line of credit is financing on a loan basis about $115 million 
in machinery and equipment and $16.8 million in structural steel for construction 
of the Bhilai steel mill. This plant will have a capacity of 1,000,000 ingot-tons 
and 750,000 tons of rolled products. Progress on scheduled construction phases 
has been reported as generally satisfactory to the Indians. Through July 1957, 
some 25,000 long tons of material for the project has been received. In June, 
the foundation for a 185-foot-high blast furnace was laid. The railroad line to 
the ore mine was reported well under construction, and the diesel power station 
to supply power for construction was reported as in operation. In September, 
coke and chemical equipment were shipped. In October, it was reported that the 
U. 8. S. R. had shipped a 5,000-ton automatic blooming mill installation. A rail 
and structural steel mill and a continuous billet mill for Bhilai were also reported 
under construction in the U.S. 8S. R. 

The U. S. S. R. has offered training facilities for 686 Indian engineers and 
technicians to meet the Bhilai steel mill requirements. 135 Indian technicians 
went to the Soviet Union for training in 1956, of whom 21 had returned by 
November, 1957. Another 45 Indian steel technicians left for training in the 
Soviet Union in November. 





| 
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II. Bloc performance reported on other reimbursable aid to India 

(a) In June 1956 U. 8. S. R. shipped 20 Soviet drilling rigs for coal mining 
(valued at $0.45 million). 

(b) U.S. S. R. delivered at least 1 of the 3 oil drilling rigs (worth $3.6 mil- 
lion) it is to supply to India. U.S. S. R. is training 14 Indians in the Soviet 
Union in various aspects of the petroleum industry. 

(c) Rumania delivered a rotary-type oil drilling rig for use in the Jwalamukhi 
area, Punjab. 21 Rumanian technicians have been sent to operate the rig. 

(d) U.S. 8S. R. is furnishing laboratory equipment and technical personnel as 
professors and translators for the Technological Institute in Bombay. 

(e) U.S. S. R. supplied more than 600 items of various types of agricultural 
machinery, including about 70 tractors and 36 transport vehicles for a 3,000-acre 
mechanized farm which the Soviet is developing as a gift in Rajasthan, India. 


III. Signing of specific contract under the general $126 million line of credit 
offered by the U. S. 8S. R. in November 1956 

In November 1957, India and the U. 8. 8S. R. reached agreement on specific 
projects to be constructed in connection with the development of India’s heavy 
industry. The Soviet Union agreed to construct, as part of this development loan, 
a heavy machine-building plant, a plant for the manufacture of coal mining ma- 
chinery, an optical and ophthalmic glass factory, and a 250,000-kilowatt capacity 
thermal power station; actual utilization of the credit is presently scheduled to 
begin in 1959. 

INDONESIA 


Total Soviet bloc credits, $109 million * 


(a) East Germany is constructing a sugar mill in Padokan. 

(bv) An automobile tire factory is being constructed under a Czech credit. 

(c) Czech technicians have been furnished for an irrigation project at Brantas 
in east Java. 


NEPAL 
$13 million grant aid from Communist China 


In October 1956, Nepal and Communist China signed an economic aid agree- 
ment under which Communist China promised to give Nepal the equivalent of 
$138 million for economic aid. The sum is to be granted to Nepal within 3 years 
without repayment obligation. About $4.2 million is to be paid in cash (rupees) 
and the remaining $8.4 million in the form of machinery, equipment, raw mate- 
rials, and other commodities. Reportedly, the Chinese will not be sending tech- 
nical personnel to Nepal in connection with this agreement. In February 1957, 
Nepal announced receipt of over $2 million from Communist China as a first 
installment of the cash portion of the grant aid agreement. 


EUROPE 
ICELAND 


Construction of five fishing vessels sold under an East German credit was 
begun in early 1957. The ships were expected to be delivered during 1957. 


YUGOSLAVIA 
Total economic credits from Soviet bloc of $464 Yugoslavia million 


(a) It is estimated that Yugoslavia has received as of June 30 about 12 per- 
cent (or $55 million) of the $465 million worth of long-term credits extended 
by the U. S. S. R., East Germany, Czechoslovakia, and Poland. 

(b) On July 29, protocols were signed in Moscow whereby the U.S. S. R. and 
East Germany fixed dates for deliveries under credits amounting to approxi- 
mately $250 million to Yugoslavia which were “postponed” indefinitely last 
winter. The head of the Yugoslav delegation stated that preliminary construc- 
tion for an aluminum combine (two hydroelectric plants, a caustic soda plant, 
and a ferroalloy plant), to be financed by a joint Soviet-East German $175 million 


1Details of the major portion of these credits have not been worked out. 
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credit of August 1956, would begin in 1958, that the major part of the build- 
ing would start in 1960, and that the entire complex would be completed in 
1964. Construction of other major developmental projects amounting to an esti- 
mated $75 million under the Soviet investment credit of January 1956 will, he 
said, be carried out during the 1958-64 period. The only project specified was ¢ 
nitrogen fertilizer plant. Reports, however, mentioned equipment for 3 fertilizer 
plants, an electric power station of 100,000 kilowatts, and 1 mine. These projects 
were all listed in the original protocol of January 1956. 

Construction of the aluminum plant, under the 1956 agreement, was to start 
in 1956, and production was to begin in 1961. The new agreement thus represents 
a stretchout of 2 to 3 years, a compromise between the Soviet assertions that they 
could not begin deliveries until 1961 or 1962 and the Yugoslav demands that 
deliveries begin in 1958. Equipment for the two fertilizer plants, the mine, and 
the powerplant originally was to be delivered during the period 1956-59. These 
deliveries, too, the U. 8. 8. R. sought to postpone for about 5 years. 


NEAR EAST 
EGYPT 
Total economic credits from Soviet bloc of $235 million 


(a) U. S. 8S. R. has delivered a substantial portion of the equipment for a 
nuclear physics laboratory being constructed in Egypt. Construction of an experi- 
mental atomic reactor is reported as in progress, to be completed by mid-1958. 
The U. S. S. R. is giving technical training in nuclear physics to Egyptian stu- 
dents in Moscow. 

(6) Construction is in progress on seven revolving bridges being built by 
Hungary. 

(c) Czecholovakia delivered a transmitter with a capacity of 300 kilowatts 
to be erected in the Cairo area. The transmitter is reported to be the most power- 
ful in the Near East area. 

(d) A delegation was scheduled to leave Cairo for Moscow on January 6, 1958, 
to complete negotiations on the $175 million aid agreement. The specific proj- 
ects to be covered by the credit and apparently the prices of goods covered and 
terms of the credit are to be discussed. 


SYRIA 
Total economic credits from Soviet bloc, $180 million 


(a) Czechoslovakia is proceeding on schedule with basic construction work 
on the Homs petroleum refinery. Construction began in mid-October and by the 
end of November the frameworks of some 23 buildings had been erected. 

(b) The Syrian delegation reached Moscow on December 11, 1957, to discuss 
implementation of the Syro-Soviet aid agreement. The delegation returned on 
December 23, 1957. Minister of Finance al-Azum claimed that the negotiations 
ended in a complete success for Syria. A trade agreement was signed and prob- 
ably includes some arrangement for payments of projects which may be imple- 
mented immediately. 


MISCELLANEOUS 


In addition to the foregoing bloc aid in commodities, equipment, and machin 
ery, during 1957, over 1,600 technicians in connection with economic credits from 
the U. S. S. R. and other block countries were working for 1 month or longer in 
some 20 underdeveloped countries of the free world. It is estimated also that 
during 1957, over 2,000 technicians, professionals, and students from the less 
developed countries have gone to the bloc for special courses of study or for 
observation of the bloc techniques of planning and production. 


(Based on information prepared by International Cooperation Administra- 
tion January 9, 1958.) 
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II. Calendar-year data on the defense expenditures of the United States and the 
Soviet Union 


[In billions of dollars] 
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1 Estimated. 

2 Represents amounts spent by Department of Defense and predecessor agencies. Amounts for 1945, 
1946, 1947, and 1948 are estimates since data was converted from fiscal-year to calendar-year basis for purposes 
of this table 

3 Represents the net deliveries of goods and services and cash payments to foreign accounts, in both grant 
and loan form. Excludes contributions by United States to the capital of the IBRD, IMF, and Inter- 
national Finance Cerporation. 

4 Represents extensions of aid and is therefore not comparable to United States expenditure figures. 
Accurate expenditure data relating to Soviet extensions is not available. Figures include (1) military 
and nonmilitary assistance extended to free-world countries and (2) only nonmilitary assistance for Soviet- 
bloc countries since military data is not available. These figures represent preliminary estimates which 
are presently under review and are subject to later revision. 

§ Dollar amounts were arrived at by converting available Soviet budget data given in rubles to dollars at 
a rate of 5.3 rubles to US$1 for the years 1945 through 1950 and a rate of 4.3 rubles to US$1 thereafter. These 
are rates used for external transactions and are same as those used for above Soviet assistance figures. These 
rates are net usually app slic: ible to Soviet internal budget transactions, however, to give some order of 
magnitude they were used Amounts shown apply only to the Soviet Union’s budgets for their military 
establishment and do not include items which are of a military nature, but are included in cther areas of the 
Soviet’s budget, i. e., secret police, scientific military research, ete. Addition of such items to the 1957 
figure would bring total to equivalent in dollars to over $40,000,000,000. 








